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Abstract  
The main focus of this paper is to discuss the possible impact of public governance quality and 
perception of government spending on taxpayer compliance behaviour in Libya. Even though tax 
is one of the important revenue sources after oil in Libya, over the last five years, tax collection 
has been on decreasing trend. It is a great challenge to the Libyan tax authority to convince 
taxpayers to comply with tax regulations. This paper recommends possible positive impact of 
public governance quality and perception of governme t spending on taxpayer compliance 
behaviour in Libya. The Libyan government may need to place attention and promote actions 
related to public governance quality and government spending aspect in order to encourage 
taxpayer compliance.  
Keywords: taxation, policy, administration, government, Libya 
Introduction  
 Taxation is one of the major resources of government revenue for both developing and developed 
countries. Generally, tax refers to an essential fee imposed by the government as a public authority to run 
the affairs of the state. Taxpayers receive nothing in return directly but enjoy the provision of basic 
necessities such as education, healthcare, public fac lities and security assurance by the government as a
governance responsibility (James & Nobes, 1992). Thus, taxation is also considered as the price to be paid 
as an organised society. Six motives of organised society have been highlighted for the need of the taxation 
system which includes the provision of good roads, redistribution of wealth and income through various 
channels, promotion of social and economic welfare to the people as well as provision of government 
regulation in the society for economic stability and harmonisation (Nightingale, 2001).   
The main hurdle in the revenue generation by the gov rnment through the tax system is the lack of 
compliance by taxpayers which poses a serious problem to the public authority and its ability to achieve 
fiscal and social goals (Tan & Sawyer, 2003). The level of compliance by taxpayers influences the level of 
tax generation by the government, which will in turn determine the extent in which the public authority can 
provide the public services required by the society (Wenzel, 2003). 
The problem of low compliance among taxpayers is also experienced by the Libyan Government. 
Previously, Libya has not previously depended on taxes as source of fund to provide the required public 
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services to the citizens of the country. This is due to the abundance of natural resources such as crude oil. 
Therefore, the Libyan government relies only on oil t  fund their entire budget. The absence of a specific 
taxation system has resulted to the instability in the Libyan economy, poor and unjustifiable distribution of 
wealth and income to the members of the society. The Libyan authority have started the effort to diversify 
its revenue base since the mid-1980s and planned to develop the taxation system. 
For the purpose of this paper, tax compliance is referr d as the taxpayer’s willingness to comply 
with the tax laws, declaring current income, pay the correct tax charges in order to obtain the bonus from
relief and rebates due to payment of all  taxes on time (Alm, 1991; Jackson & Milliron, 1986; Kirchler, 
2007; James and Alley 2002; Palil, 2010; Ming Ling, Normala, & Meera, 2005 and IRS 2009; ATO 2009; 
IRB, 2009). It is important to employ strategies that will help to measure the level of effectiveness and 
compliance of the tax administration, a more precise extent is the level of compliance. Prior studies 
suggested that in order to improve the level of compliance, several factors must be put in place such as 
improving the services to the taxpayers by providing precise and clear guide towards tax compliance, easy
forms and taxpayer education to inform about duties and obligations in complying with the tax laws. 
 This paper contributes to the tax compliance literature specifically in developing nations such as 
Libya to understand factors that contribute to the problem of individual taxpayer compliance. These factors 
are regarded to be important in enhancing and helping the tax authority to develop strategies to improve 
compliance behaviour. In exact, this paper provides an insight on the possible impact of public governance 
quality and perception of government spending on tax compliance.  The discussions assist in strengthening 
the tax policy and legislations besides suggesting the Libyan government to place attention on public 
governance quality and government spending in order to ncourage tax compliance. The rest of this paper 
is organized as follows. Section II describes background of Libyan tax system.  Section III and IV present 
previous researches on public governance quality and government spending, followed by section V which 
provides conclusion and recommendation for future research.  
Background of Libyan Tax System 
Due to the drop and instability of the oil prices in the market, the government’s funding was 
particularly affected. Thus, the Libyan authority employ all measures in order to diversify their economy 
and relieve its over dependence on the oil bases and move towards a transition to a free-market economy.  
Libyan Government was considering how best to utilize its tax system in the search for alternative (non-
oil) resources, which it can use to cover expenses and to achieve more sustainable economic development.  
The Libyan tax system is based on both direct and indirect taxes. It comprises several types of tax 
imposed in different locations of the flow of monetary income. There are taxes levied upon receipt of 
income and others levied on expenditure of the income. The direct taxes consist of taxes on income and 
taxes on capital. Income taxes are divided into taxes on income of natural persons and taxes on company 
income. Taxes on income of natural persons include several specific and general taxes on income, in 
addition to additional taxes such as Jihad tax, tax of the Palestinian national fund, stamp tax, support for 
national companies tax, and central bank tax. For the taxes on capital, they include the tax on vacant 
(unused) lands and tax on properties of real estate (Abdalaziz, 2012). 
The issues that resulted to the drop in the governmnt revenues, besides the oil crisis, are due to 
other reason such as multiple taxation enforced by the government due to many economic activities like 
specific tax, income tax, jihad tax, Palestine tax, t  to support the national companies, central bank of 
Libya tax and the stamp duty tax. Most of Libyan taxp yers lack of motivation to pay tax. This is a serious 
setback for the public authority, considering the sortage in the provision of public services such as 
education, public health care facilities, housing ad other public services.  
Libya is considered as one of the oil producing natio  and classified among the least developed 
nations suffering from the significant corruption issues (Transparency International’s Quarterly Newsltter, 
2014). The problems in Libya include the administrative and financial corruption as well as the behaviour 
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of taxpayers towards tax compliance. Insufficient and lack of tax revenue for the development of the country 
caused by the low in collecting of taxes has a serious harm for the economy of Libya and hence the 
government can only offer poor quality services (Ali, 2015). Further, Jewell and Sdralevich (2015) stress 
that the tax system of Libya is not justifiable and it is questionable, this might be among the reasons that 
cause the instability of the government tax system and the low tax compliance. Ruhoma (2015) also 
mentions 
Insufficient and lack of tax revenue for the development of the country caused by the low in 
collecting of taxes has a serious harm for the economy of Libya and hence the government can only offer 
poor quality services (Ali, 2015). Figure 1 illustrates the decrease in the tax revenue for the period of 2009 
to 2014. Further, Jewell and Sdralevich (2015) stres  that the tax system of Libya is not justifiable and it is 
questionable, this might be among the reasons that cause the instability of the government tax system and 
the low tax compliance. Ruhoma (2015) also mentions that the Libyan tax system has suffered from absence 
of transparency and fairness and these had led to the decrease in the revenues obtained from tax collecti n. 
 
Figure 1: The decrease in annual tax revenue in the Libya state during the period from 2009 to 2014 
Source: Libyan Audit Bureau, annual general report 2014 p. 48 
Public Governance Quality  
The quality of public governance is a matter of general concern to the citizens of the countries, the 
absence of effective governance will hinder direct benefits that are supposed to be derived from 
the governance. As suggested by the theory of social exchange, which assumes that the association 
between two parties is based on the basis of mutuality in such a way that individuals pay taxes in 
order to fulfil their obligations as people of a country. The expectation from the taxpayers is that 
the government will equally keep its side of the ‘agreement’ by providing quality public 
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The government has impact on the lives of the taxpayers either positively or negatively 
(Cummings, Martinez-Vazquez, McKee & Torgler, 2006). When the citizens believed that the 
public authority imposed a fair and efficient tax system they would feel confident and trust the 
public authority which in return, they will increase their tax compliance and willingness to pay tax 
(Ho, Loo & Lim, 2006; Bosco & Mittone, 1997; Kirchgassner, 2010). A study conducted by Her 
and Kim (2006) also state that the public governance quality has influence on tax compliance.  
This is the reason why, in most countries, the key politicians in power selects and appoints the 
head of tax administration. Kim et al. (2006) claim that in this circumstance, the political party 
which governs the country directly affect the behaviour of the tax administration.  
However, Tanzi and Davoodi (as cited in Ahangar, Bandpey & Rokny, 2011) argued that, in the 
country with a significant level of bribery in the economy, the tax non-compliance level will 
increase to some extent. This claim was supported by Fjeldstad (2001) that the willingness by the 
taxpayers to comply is led by the trust in political leadership and management of a favourable 
government. Kirchgassner (2010) supported this assertion and further commented that the 
voluntary compliance from taxpayers does not exclusively depend on the equality of the tax system 
but most importantly is the trust in taxpayers on the government. 
The association between the public authority and indiv dual taxpayers is based on the spirit of 
cooperation and mutual understanding and benefits. There are several matters concerning the 
public authorities, which might have an effect on tax compliance behaviour: among others, the 
control of public authority finances, the selection r appointment of the holders of the public 
offices, delivery of quality public services the engagement in the public authority through 
provision of democracy and accountability in all sectors and level of government, providing 
political firmness, laws and order adherence and reducing effective major to comb and control 
corrupt practices as well as regulatory adherence quality (Kaufmann, Kraay and Zoido-lobation, 
2002; Kaufmann, Kraay and Mastruzzi, 2007).  
In the context of tax compliance, the government expenditures are taken into consideration as a 
public authority and the reason why the taxpayers fru trated is the misappropriation of taxpayers’ 
money and ineffective wasted projects. This subsequently causes the taxpayers to be reluctant to 
pay taxes (Ho et al., 2006; Kirchgassner, 2010). Alabede, Ariffin, and Kamil (2011) and Alabede 
(2012) examine the relationship between taxpayers’ perception about public governance quality 
and their compliance behaviour report that the public governance quality has significant positive 
relationship with tax compliance behaviour in Nigera. Similarly, Akpo (2009) indicated that the 
public governance quality involves the provision of basic public services and that when the 
government fails to offer quality services, facilities and infrastructure to the citizens in exchange 
for amount paid as tax, the citizens might become unwilling to comply with tax regulations.  In 
Malaysia, a study by Ser (2013) measures perceptions of public governance quality using a few 
statements: I think corruption in Malaysia is high; I think government wastes a lot of money; I do 
not feel like paying taxes as long as the government cannot be trusted; It is not so wrong to declare 
less on taxable income since the government spends too much on extravagant projects; and I think 
people are not enlightened on how tax revenues are being utilized by government. The finding of 
the study shows a very weak negative relationship between the public governance quality and the 
level of tax non-compliance. The result is in line with the findings from other countries, which 
means that Malaysian taxpayers are also prone to perceiv  public governance quality negatively. 
Hence, when government’s rectitude is lower, there will be a throng of taxpayers rationalised their 
non-compliance (Torgler, 2003). 
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Perception of Government Spending  
The study on the relationship between actual governm nt spending and tax compliance is very 
limited (Palil and Mustapha, 2011). However, they acknowledge that taxpayers especially those who pay 
high amounts of tax will be sensitive on how the government spends their money. Government expenditure 
has crucial rule to bridge the gap between the poorand rich in the societies and reduce inequality. It is a 
crucial way of ensuring social justice through income redistribution in a society (Pramanik, 1997). Wee 
(2006) evaluated public expenditure in Malaysia by using budget incidence which consists of tax, benefit 
and expenditure incidences. The study examines government education services, health financing, 
expenditure and access to health services. On education, the study concluded that scholarship and loans for 
tertiary education have benefited the better off more because of their higher enrolment. On the other hand, 
government health services have been highly subsidised and their utilisation by the poor has increased ov r 
time, but many among the poor, who required treatmen s, have failed to seek treatments due to private 
travel costs incurred to seek treatment has been high  – higher than treatment costs and increasing faster 
than household income. Teh et al. (2014) reported that public perception on government spending on 
education was indicated as moderate, the study sugge ts that Malaysians expect the ruling government to 
improve and contribute more of its expenditure on education. 
A study by Engida and Baisa (2014) report that tax compliance is not significantly correlated with 
perceptions of government spending. Similarly, Vadde and Gundarapu (2012) reveal that perception of 
government spending was not significantly correlated with tax compliance. However, Palil, Hamid and 
Hanafiah (2013) highlight that a high probability of the perceptions of government spending will encourage 
tax compliance behaviour of taxpayers in Malaysia. A similar result is reported in Ethiopia by Tehulu 
(2014) which reveals that perception on government spending was a factor that significantly affects tax 
compliance behaviour.   
In Nigeria, Kennedy and Anyaduba (2014) examines th impact of tax audit and other qualitative 
aspects on tax compliance level of companies. Questionnaires were administered to the staff of the sampled 
companies in selected states of the five geopolitical zones of Nigeria. The study discovers that there is a 
significant positive relationship between government spending and tax compliance. This implies that an 
increase in government spending on the social and welfare needs of the citizens has a tendency to positively 
influence the tax compliance level. Likewise, the study by  Fenochietto and Pessino (2013) suggest that ax 
compliance can be improved in the instance of perceived welfares through the tax collected and the taxs 
are used for the benefits of the public. This may significantly affect the tax compliance behaviour of 
individuals. If taxpayers perceive that the governme t is spending too much on something which considered 
unnecessary or not beneficial to them, then the taxpayers will feel deceived by the government and will 
attempt to evade the tax payment and in turn, this will increase the level of tax noncompliance by the
taxpayers and reduce Government revenue (Engida & Bisa, 2014). 
As stressed by Ser (2013), corruptions, in any forms, ay lead to a questionable situation. People 
are currently more concerns on the extent of equitability and fairness of the government in implementing 
the fiscal policies and tax laws (Virmani, (as cited in Obid, 2004). As cited in Kirchgassner (2010), Hammer 
et al. (2009, p. 238) illustrate that “it is importan  for politicians to be perceived as trustworthy in order to 
able to collect taxes”.  
  
Conclusion and Recommendation 
 
The literature reveals that there is a growing concer  on the public service quality and government 
spending among members of public especially taxpayers. The absence of tax compliance among taxpayers 
would reduce the level of revenues anticipated by the government and limit the government capabilities n 
providing the required public services. In Libya, the problem of low tax compliance continues to exist, even 
though the Libyan government has reformed the tax system in order to increase the tax revenues. Among 
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the reforms undertaken by the Libyan government was in 2011 to introduce law No.27, to replace the 
previous law established in 1981, i.e.  Law No.15 regarding the increase in the wages and salaries of the 
Libyan workforce by 100% of the previous salary andwage scale. This is to improve the financial standards 
and conditions of the citizenry and also a method of imposing tax on the workers’ salaries to generate more 
tax revenues. However, the compliance level among taxpayers is still problematic. 
Most studies regarding tax compliance behaviour of individuals have been conducted in the developed 
countries and limited study has been carried out in the developing countries. Specifically, public governance 
quality and perception of government spending in relation to tax compliance need to be investigated further 
as there is still lack of empirical evidences in this context.  These two aspects were seldom taken into 
consideration by researchers as it is claimed as sen itive elements to be mentioned. Thus, based on the 
discussions above, it is recommended that there might be possible positive impact of public governance 
quality and perception of government spending on taxpayer compliance behaviour in Libya. The Libyan 
government may need to place attention and promote actions related to public governance quality and 
government spending aspect in order to encourage taxpayer compliance. 
References  
Akpo, U. (2009). The people as government: The importance of tax payment. Akwa Ibom State Revenue 
Summit. Akwa Ibom State Internal Revenue Service. 
Alabede, J. O. (2012). An investigation of factors influencing taxpayers' compliance  
          behaviour: Evidence from Nigeria. (PhD thesis), Universiti Utara Malaysia.    
Alabede, J. O., Ariffin, Z.Z, & Kamil, I. (2011). Public governance quality and tax compliance behavior in 
Nigeria: The moderating role of financial condition a d risk preference. Issues in Social and 
Environmental Accounting, 5(1/2), 3-24.  
Ahangar, R. G., Bandpey, H. K., & Rokny, H. A. (2011). An investigation into the determinant of effective 
factors on tax evasion (empirical study of Iran taxaffairs organization). American Journal of 
Scientific Research, 20, 99-113. 
Alm, J. (1991). A perspective on the experimental analysis of taxpayer reporting. Accounting  
            Review, 577-593.  
Australian Tax Office (ATO). 2009. Teaching tax with the Tax Files. Available at  
         http://www.ato.gov.au/corporate/content. asp?doc=/content/00107941.htm. 
Bărbuţă-Mişu, N. (2011). A review of factors for tax compliance. Economics an Applied  
           Informatics, 1, 69-76. 
Bosco, L. & Mittone, L. (1997). Tax evasion and moral constraints: some experimental evidence.  
            Kyklos, 50(3), 297-324.  
Cummings, R. G., Martinez-Vazquez, J., McKee, M., & Torgler, B. (2006). Effects of tax morale  
 n tax compliance: experimental and survey evidence. B rkeley Program in Law and                
Economics. 
Engida, T. G., & Baisa, G A. (2014). Factors influencing taxpayers’ compliance with the tax    
          system: An empirical study in Mekelle City, Ethiopia. Journal of Tax Research, 12(2), 433-  
           452.  
Fenochietto, R. & Pessino, C. (2013). Understanding countries’ tax effort. Fiscal Affairs    
           Department. (International Monetary Fund (IMF).  
Fjeldstad, O. H. (2001). Taxation, coercion and donors. Local government tax enforcement in    
           Tanzania. The Journal of Modern African Studies, 39, 289-306. 
Ho J. K., Loo E. C., & Lim K. P. (2006). Perspective of non-taxpayers’ perceptions on issues of  
          ethics and equity in tax compliance. Malaysian Accounting Review, 5(2), 47-59.  
James, S. & Alley, C. (2002). Tax compliance, self-assessment and tax administration. Journal of  
Finance and Management in Public Services, 2(2), 27-4 .  
James, S. & Nobes, C. (1992). Taxation: Theory and practice. London, Prentice Hall. 
 
Proceeding 6th International Conference on Global 





Jewell, A. & Sdralevich, C. (2015). Fair Taxation in the Middle East and North    
Africa: Staff Discussion Note 15/16 (Washington, DC: International Monetary Fund). 
Jackson, B. R. & Milliron, V. C. (1986). Tax compliance research: Findings, problems, and  
prospects. Journal of Accounting Literature 5: 12565. 
Kim, S., Kim, H., Her, M., & Kim, H. (2006). Does political intention affect tax evasion?. Journal  
of Policy Modeling, 30(3), 401-415.  
Kaufmann, D., Kraay, A., & Zoido-Lobation, P. (2002). Governance matters II: Updated  
indicators for 2000/1. Research working paper, World Bank. 
Kaufmann, K., Kraay, A., & Mastruzzi, M. (2007). Governance matters vi:Aggregate and  
 individual governance indicators for 1996-2006. Washington D.C.: World Bank Institute,  
 World Bank 
Kirchgässner, G. (2010). Tax morale, tax evasion, ad the shadow economy. Department of  
 Economics, University of St. Gallen.  
Kennedy, P. M., & Anyaduba, J. (2014). Impact of Tax Audit on Tax Compliance in Nigeria.      
 International Journal of Business and Social Science, 5(9).  
            among small business income earners in Arua district. (Master of Science in  
Ming Ling, L. N. S, & Meera, A. (2005). Towards electronic tax filing: Technology readiness and  
responses of Malaysian tax practitioners. Tax Nasional, 16-23.  
             domestic taxes department in Nairobi cunty. (The Degree of Master). The University  
Nightingale, K. (2001). Taxation: Theory and practice. London, Prentice Hall. 
Palil, M. R. (2010). Tax knowledge and tax compliance determinants in self-assessment system in    
Malaysia. (PhD Thesis), University of Birmingham.    
Palil, M. R, Hamid, M., & Hanafiah, M H. (2013). Taxpayers Compliance Behaviour:  
Economic Factors Approach. Jurnal Pengurusan, 38.  
Palil, M. R., & Mustapha, A. (2011). Determinants of tax compliance in Asia. European Journal  
of Social Sciences, 24(1), 7-32.  
Ser, P. C. (2013). Determinants of tax non-compliance in Malaysia. (Master Thesis). University  
Tunku Abdul Rahnan.   
Tan, L., & Sawyer, AJ. (2003). A synopsis of taxpayer compliance studies: Overseas vis-a-vis    
New Zealand. New Zealand. Journal of Taxation Law and Policy, 9(4), 431-454.  
The, K. W., Ismail, S. F., Sayed Nordin, S. N., Mohamad Nor, N. A., Hamzah, K., Amiruddin, N.H. & Al 
Mamun, A.(2014).  Economic Literacy and Public Perception towards Government Spending on 
Education in Malaysia. IOSR Journal of Economics and Finance, 4 (2), 63-67. 
Tehulu, T. A. (2014). Determinants of Tax Compliance Behavior in Ethiopia: The Case  
of Bahir Dar City Taxpayers. Journal of Economics and Sustainable Development, 5(15),     
268-273.  
Vadde, Suresh, & Gundarapu, Srinivas. (2012). Factors that influence rental tax payers’  
 compliance with tax system: an empirical study of mekelle city, Ethiopia. Researchers  
 World: Journal of Arts, Science & Commerce, 3.  
Wenzel, M. (2003). Tax compliance and the psychology f justice: mapping the field. In V. Braithwaite 
(Ed.), Taxing democracy: Understanding tax avoidance and evasion (pp. 41-69). Hants, UK: 
Ashgate. 
